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SUMMARY 


Economic Trends Report 


Guatemala 


The Guatemalan economy will be strong through the remainder 
of 1977 and well into 1978. The 1976 results were highly 
positive with an indicated rate of growth of 8.4%. This 
approximate rate continues in 1977. The discovery of oil 

and the announcement of reserves in commercial quantities 
added to the positive view in 1976, but problems of transport 
and short-term inability to develop additional reserves have 
meant delay in production. The inauguration of the Inter- 
national Nickel Company concentration plant in the first half 
of 1977 was an additional positive factor with the first 
exports of nickel matte programmed for the last quarter of 
this year. 


The major economic results, however, came from coffee, cotton 
and sugar exports at very high volumes, bringing the trade 
account to near balance. Foreign currency reserves have 
increased to historic highs and the quetzal remains 1na strong 
condition. 


A growing market for U.S. products and services derives from 
the healthy, expanding internal market and light industry 
exports to the common market region. Public expenditure on 
infrastructure yvrojects is increasing. Demand recovery from 
the low levels of 1975 has progressed to the point where some 
new investment is occurring in light manufacturing industry 
to assure sufficient capacity to meet market demand. There- 
fore, there is an expansion of capital equipment and new 
plant expenditures in the manufacturing sector. High rates 
of return for agricultural crops have resulted in increasing 
investment in agricultural machinery. In brief, U.S. business- 
men in Guatemala generally consider the investment climate 

to be very good. 





KEY ECONOMIC INDICATORS: GUATEMALA 


All values in million US $ Exchange Rate: 
unless otherwise stated etzal 1.00 


% Change | Estimate 
1976 | 75/76 1977 


Income, Production, Employment 
GNP at Current Prices 3,413.2 3.577 3 


GNP at Constant 1958 Prices 2,403.5 Zi Asan 
Per Capita GNP, Current Prices (dollars) 526 588 
Plant and Equipment Investment 315.8 388. 
National Income, Current Prices 2,748.5 33035. 
Indices: 
Industrial Production 1/ 
(1973 = 100) 104.6 103. 
Average Labor Productivity 2/ 
(1973 = 100) 103.4 76. 
Average Industrial Wage (1973 = 100) 110.0 120. 
Labor Force 3 499,426 550,165 


Money and Prices 
Money Supply (year end) , 369. 
Interest Rates 4 ih 
Price Indices: 1950 = 100 (Year Average 
Wholesale (67 Articles) 188. 
Consumer Price Index 100. 


Balance of Payments and Trade 
Gold and Foreign Exchange Reserves 


(Year End) 177.0 280. 
External Public Debt 150.3 170. ; 
Annual Debt Service 2/ 10.2 9. , } 18.5 
Balance of Payments & 31,7 104. ; | 156.0 
Balance of Trade } 
Exports, f.o.b. 582.2 640.9; s 1,200.0 
US Share 187.6! 142.1} : 
Imports, c.i.f. 705.2! 739.6: : ; j1,210.0 
US Share 221.6 250. 
Main Imports from US* 
Industrial Machinery 26.4} 36. 
Quantity in Metric Tons 9,542 | 12,707 
Motor Vehicles 18.4! 18. 
Quantity in Metric Tons ID.777 ~. } 23,296 
Wheat 12.6, 15.7) 
Quantity in Metric Tons 63,237 j; 80,619 
Electrical Equipment ‘ 15.0 
Quantity in Metric Tons } 4,289 
Manufactured Fertilizers : 13.4 . 
uantity in Metric Tons | 23,614 55,031 45,559 


1/ Manufacturing Industry Contribution to GDP in constant 1958 Quetzales. 

2/ Industrial Contribution to GSP in 1958 Quetzales/number of manufacturing industry 
workers in Guatemalan Social Security Institute (IGSS). 
Number of workers in IGSS (who work for agricultural, industrial, commercial and 
services enterprises of five or more employees). 
Maximum rate on loans authorized by Central Bank. 


Total Central Government payment on external public debt. 
Net Current Account plus Net Long Term Capital. 


Source: Bank of Guatemala, Directorate General of Statistics. 
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Current Economic Situation and Trends 


Economy Continues Strong in 1977 Following Very Good 1976. 


Following a 1% rate of growth in 1975, Guatemala entered into 
a strong development of GNP. Resuming the high rate of growth 
shown in 1973 and 1974, the 1976 results were placed at 
between 7.5% and 10% by different sources. The most recent 
government estimate is 8.4%. Through the first three quarters 
of 1977, this high rate has continued. The most visible fac- 
tors are high coffee and cotton prices and export returns, 
large residential and commercial construction, an increase 

of government infrastructure expenditure, strengthening tour- 
ism, and generally excellent weather conditions for agriculture. 
Manufacturing output is up, but unused capacity has delayed 
capital investment for most light industry. There are excep- 
tions, however, and several new investments in increased 
Capacity have been announced. 


The strong economic conditions in Guatemala are also reflected 
in sharply increased foreign exchange reserve holdings. These 
were above $700 million in June 1977 and are projected to be 
above $600 million by the end of this year. Guatemala continues 
a policy of free capital movements, no exchange controls, and 

a fixed parity of one quetzal to the dollar. 


While agricultural exports have dominated the trade account, 
leading to a projected near balance on trade of $1,200 million 
of exports and $1,210 million of imports, a high positive cap- 
ital account leads to a projected positive balance of payments 
of about $156 million. International credits for earthquake 
reconstruction are an important element of this inflow. Also 
of interest to U.S. business is the apparent private inflow 

of capital for investment development in the economy. Sources 
include Salvador, Mexico, and the U.S., but most importantly 
as an indicator of confidence, Guatemalan private sector 
holders of capital seem to be repatriating investment funds. 


New large foreign investment has established a potential for 
Guatemalan production of crude oil, but more work is necessary 
to bring the oil to market. Nickel matte is in production at 
the International Nickel plant on Lake Izabal with the first 
exports due before the new year. 


Foreign investment is favored by the Guatemalan Government. 
Recent large investment by International Nickel plus another 
by several oil companies approach $300 million in value. 
Still, it is expected that the largest number of private 
investments will be much smaller and outside the natural 





resource area. Good background information for potential 
investors can be obtained through Price Waterhouse § Co., 
"Doing Business in Central America," and the local corre- 
spondent of Peat, Marwick, Mitchell § Co., "General Precepts 
for Doing Business in Guatemala." 


Guatemala's fiscal policy has been conservative for the past 
several years in response to inflationary pressures. At the 
end of 1976 and through the first half of 1977 tax receipts 
have been unusually strong because of progressive levies 
against coffee exports and increasing revenues from import 
tariffs. In fact, revenues have been sharply above projec- 
tions. Monetary policy is likewise pointed toward reduced 
inflationary pressure. On the other side, high revenues from 
exports have pressed strongly towards expansion. While the 
Central Bank places strong limits upon credit creation in 
the internal banking system, many foreign banks are prepared 
to make lines of credit available, both directly and in off- 
shore funds, to the comparatively very strong Guatemalan 
economy. Inflation this year is estimated at a rate of 14%, 
but accurate figures are not available. 


In net, fiscal, monetary and credit policy are arrayed against 
inflationary tendencies but are not being exercised so strongly 


as to pinch off a strong, sustainable rate of growth. 


II. Implications for the United States 


A. Growing Market for U.S. Products and Services. 


U.S. trade with Guatemala expanded very rapidly in 1976. U.S. 
exports to Guatemala grew 34% from 1975, reaching $334 million 
while U.S. imports from Guatemala almost doubled to $292 mil- 
lion.* The percentage increase in U.S. exports was the second 
highest in Latin America, and Guatemala ended the year as the 
eleventh largest market for U.S. products in Latin America, up 
from thirteenth place in 1975. In Central America and the 
Caribbean, only Mexico, the Dominican Republic and Panama 
bought more. 


Preliminary figures from the Bank of Guatemala for the first 
half of 1977 indicate that the growth in exports from the U.S. 
to Guatemala slowed somewhat from its high level in 1976, but 
it still registered a healthy gain of around 20%. January/ 
June imports from the U.S. were reported as $177 million, com- 
pared to $146 million for a similar period last year. Total 
Guatemalan imports rose 24% from $364 million to $452 million. 
This would indicate that the U.S. market share may slip a bit 
from last year's 34%. 


*Source: U.S. Department of Commerce. 





Meanwhile, Guatemalan exports to the U.S. continued to soar, 
exceeding $210 million for the first six months of 1977. 
Although shipments to the U.S. normally slacken during the 
remainder of the year, the 1977 result could be a small 
deficit for the U.S. in its trade with Guatemala, the first 
in many years. 


The reason is clear, the extraordinary price of coffee. 
Total revenues from coffee exports to the world in the first 
half of 1977 were $365 million compared to $141 million last 
year. 


Assuming that U.S. exports to Guatemala continue to register 
the same growth throughout the remainder of 1977, we can 
expect that total U.S. exports to Guatemala for the year will 
exceed $400 million. 


Traditionally, Guatemalan governments have avoided major pro- 
curement decisions in their final year of power (President 
Laugerud's term ends June 31, 1978), and the next nine months 
will probably be no exception. In addition, incoming govern- 
ments take some months to begin to decide where their major 
investments will be made. However, a large number of infra- 
structure projects in planning for several years are now 
getting underway and these should ensure continued growth of 
imports of a number of key U.S. product areas in 1978. 


U.S. construction and building machinery and equipment will 
probably be most benefited by these projects. Construction 

of both the Chixoy and Aguacapa hydroelectric projects, val- 
ued at over $400 million, are underway. Sixty million dollars 
of new road work has begun and bids for a new $12 million 
airport in the northern department of El Petén have been 
received and the winner should be made known shortly. In 
Guatemala City, seven major new hospitals are planned. It 

is also possible that construction of a new $50 million port 
on the Pacific will begin in 1978, as well as a $10 million 
sugar loading facility on the Caribbean. A $30 million 
project to expand the Guatemalan water and sewage system and 
build the city's first sewage treatment plant is expected to 
come up for bid in early 1978. Finally, a $40 million project 
to rebuild earthquake destroyed schools will be getting 
started shortly. 


The commercial and industrial building boom that began in 
Guatemala after the 1976 earthquake has slowed somewhat, but 
construction of high rise apartments and other buildings 
continues at a brisk pace. Likewise, the private housing 
industry is attempting to meet very strong demand. 





In late 1978 the Guatemalan Telecommunications Company, 
GUATEL, is expected to call for bids for its second major 
purchase of telephone switching gear under Phase Two of 
its telecommunications expansion plan. Total value of 
equipment needed exceeds $30 million. 


The market potential for U.S. agricultural equipment should 
remain strong in spite of lower prices this year for coffee, 
cotton and sugar. In particular, farmers will be attempting 
to reduce production costs, and increasing investment in the 
present low level of mechanization is a prime way to do that. 


Sales of U.S. health care equipment should hit record levels. 
Not only will a system of rural hospitals and clinics, for 
which construction is now beginning, need to be equipped, but 
the seven new hospitals planned for Guatemala City by the 
Ministry of Health, the Social Security Institute and the 
Guatemalan Army will ensure a greatly expanded market for 
everything from beds to surgical instruments. Other product 
areas expected to do well are metal and woodworking equip- 
ment whose imports from the U.S. rose sharply in 1976. A 
recent development of particular importance to U.S. industry 
was the sharp reduction of import duties on automobiles to a 
minimum of 55% on cars whose CIF value is less than $6,500, 
rising to a maximum of 100%. All vehicles pay a 30% sur- 
charge and a 2% stamp tax as well. Before, mid-range U.S. 
cars paid 200% to 300% of their value in duty and, conse- 
quently, few were imported. 


The long awaited boom in oil exploration has not developed 
yet, but the government has stated recently that the regula- 
tions and model contract that will allow companies to begin 
bidding for rights to explore for oil should be published 
shortly. Nor has the government given permission to con- 
struct a pipeline to transport petroleum from existing wells 
in northern Alta Verapaz to the Caribbean. Nevertheless, it 
seems likely that the Laugerud Administration will give the 
green light to both and that construction of the pipeline and 
a new round of oil exploration will begin in 1978. This will 
creat a demand for a whole series of oil service industries, 
including air supply services, geophysical consultants, pre- 
fab camp builders, etc. 


B. Procurement Policy 


Since many sales opportunities in Guatemala involve public 
procurement, a word about bidding procedures is in order. 
All Guatemalan Government purchases over $3,000 are acquired 
through public bidding unless the Government declares that a 





project is so urgent as to be an emergency. The period in 
which bids may be filed, however, is often quite limited, 
occasionally precluding participation from the U.S. Fre- 
quent contact with the Guatemalan market is thus a requisite 
for doing business here. 


In addition, Government agencies often will not mail pre- 
qualification or bid documents to the United States. There- 
fore, it is best to appoint a local representative, not only 
to obtain these documents, but also to prepare bids, which 
usually must be submitted in whole or in part on sheets of 
special official paper called "papel sellado" bearing a 
Guatemalan seal and which are available only in Guatemala. 


C. Investment and Licensing Opportunities 


Guatemala traditionally has been and remains receptive to 
foreign investment. Foreign capital, except in a few cases, 
stands on the same footing as does domestic capital; and 

both practice and law support free enterprise. There are 
over a hundred companies in Guatemala which have U.S. equity 
participation but very few of them are 100% U.S.-owned 
subsidiaries. Joint ventures with local partners are the more 
normal practice and they enjoy certain tax advantages over 
companies which are 100% foreign-owned. 


Many Guatemalan firms have licensing arrangements with U.S. 
firms since U.S. brands are known and respected here. 
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